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Study mandate

A JLARC to reviewow Virginiashould legalizeand
regulatethe growth, sale, and possession oharijuana

Considerbest practices that could be applied t¥/irginia

Create a wellregulated commercial markethat protects
mi nors, prosecutes 11|l egal ¢
existing medical marijuana program

Address equity and economic opportunity for communities
disproportionately impacted byrohibition

A JLARC did not reviewhether Virginia should legalize
marijuana

SJ67 and HJ130, 2020 General Assembly.
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Background

A Marijuana is a commonly used term for th@toxicating
flower, bud, or other products derived froncannabis

A Marijuanais federallyillegal but has been legalized for
general adult useby 15 states and Washington D.C.

A Virginia recently decriminalized marijuana possession
and legalizedmedical marijuana
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Legalization of marijuana for adult use has two
main parts

A Deciding how to change laws to allow adults to legally
use and possess marijuana

A Establishing a commercial market where marijuana can
be legally produced and sold
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Virginia made 20Kto 30K arrests each yearfor
marijuana-related offenses(2010019)

A& 90 p e r possessionbfemall amountfarrests
Increased over time but so did use)

A4 7 percent of charges res.:
of those involved serious or additional charges (2018)

A Few individuals incarceratedolelyfor possession (2019)

A Black Virginians arrested and convicted at much higher
rates than white Virginians despite similar use rates
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Decriminalization and legalization would be expectec
to reduce marijuana arrests and convictions

Marijuana
arrest rate

per 100,000

Fewer

V-84% arrests

Virginia (2019) After decriminalization After legalization

Estimated reductions are based on other states' experience.
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Legalization unlikely to substantially reduce
criminal justice system costs

A Legalizationunlikely tolower law enforcement costs

Mari juana arrests account f ot
time; marijuana seizures reported in 0.6% of service calls

A Legalization impact on court workloads would be minor

A Legalization might reduceevenuefrom fines, fees, and
penalties by $.0$2.5M (revenue goes to general &
other funds, not courts)

A Legalization might reduce operating cost@ssociated
withallst at e and | ocal correct.
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Legalization would need to address criminal code
and penalties for violations
A Individual possession age and allowable amounts
A Public use
A Impaireddriving and use in vehicles -
W E

A Home cultivation

A lllegal cultivation and distribution ==




Expungement of past marijuana offenses could
benefit a120, 000 but col

A JLARC study looked at oréme expungement of past
marijuana offenses (unlike speciasessionbills HB
5146, SB 5043)

AOAutomaticd expungement wo.
people and be more equitable than petition process

AOAut omati cd expungement wo.l
effort for state agencies and local court clerks

A Eligibility criteria would need to be kept simple
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Key recommendations & policy options

fVirginia chooses to | egal.

Criminal and civil laws should be changed to clearly
define what is legal/illegal and the punishments for what
remainsillegal

Law enforcement could be trained on new laws and
should make greater use oexistingprograms that train
officers to recognize drugmpaired drivers

Onetime, automatic expungement process could be
pursued if goal is to equitably benefit the most people
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State commercial marijuana markets must be well
regulated

A Commercial market provides place for marijuana to be
legally sold to consumers

A Federal government has indicated it will not interfere if
states prevent criminalactivity, restrict youth access,
and protect public health




Commercial market has five major operations

Cultivation Processing Distribution

dall ] (X g

Retalil Testing
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Commercial operations could be partly
government controlled or fully private

Cultivation Processing Distribution Retail Testing
Government
Government Aé‘ M % oo [
Sovement Nl Me% [thg,- [l &
Fully Aéf ‘»/ % P
. WAL e L
private SeE 2 thb‘ Ll | ‘
Licensed Independent

(vertical integration allowed or prohibited)




Private models more practical than government
control and would achieve different priorities

Implementation
risk, time, & cost Priorities

Government High Public health
control Minimize illegal diversion
Private 0 Moderate Robust market
allowed

Generate tax revenue
Private 0 Moderate Small business
prohibited Public health

JLARC @



State can design each type of license to address
specific concerns and help achieve goals

Options to promote s mall
Tiers Caps business & social equity

Cultivation V V V special allowances for small cultivators

Processing V

Distribution V

Retail V V special licenseaward approach

Testing
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State would need to decide whethetto allow
local prohibitions of commercial marijuana

B Majority of localities likely to allow
B Uncertain

Majority of localities likely to prohibit

Source: JLARC survey of city, county, and town managers and administrators
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State would need to decide how to treat medical
market and existing medical license holders

A Current medical marijuana operations could be allowed
to participate in some or all aspects of commercial adult
use market

A Medical operations shouldchot be granted early entry to
the commercial market before other businesses

A Eventually medical and commercial markets should be
merged

A State should limit number of new medical licenses to
prevent them from crowdingput commercialmarket




State would need to establish regulatoryauthority
with VABC or create a new board and agency

New
VABC Agency
Lower operating cost V
Less time to implement V
Lower risk of unexpected delays V
Marijuana regulation is primary mission V
Emphasis on specialpriorities, social equity V
Flexibility on structure and law enforcement V

JLARC @



State would need to address public health
Implications of commercial legalization

A Habitual marijuana use poses several health risks, but
risks generally milder than for alcohol and tobacco

A Marijuana use by adults likely to increase if commercial
sales are allowed

A Youth use may not increase in near term but lodgrm
effects are less certain

A Legalization impact on traffic accidents and use of other
substances not clear (e.g., alcohol, opioids)
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Prevention campaign and restrictions on products
& advertising could reduce appeal to youth

MARLUANA
SLEGALLY:
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Key recommendations & policy options

fVirginia chooses to |l egal.

Establish fully private, welfegulated commercial market
that either allows or prohibits vertical integration

Givelocal governments several powersever commercial
marijuana operationsand decide whether they can
prohibit commercialactivity

Allow medical license holders to participate in the
commercial market but do not grant them early entry;
eventually merge the twanarkets
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Key recommendations & policy options

fVirginia chooses to | egald.

Vest authority for regulating commercial marijuana with
VABC or a new agency, depending on goals of legalization

Providefunding for prevention efforts, including a

statewide, youthoriented prevention campaign and local
CSB preventiomprograms
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State could implement several different social
equity initiatives

Number of Magnitude
beneficiaries of benefit Costs

Marijuana business ownership O (o) $$

Marijuana industry employment q) q $
Increase funding to existing (o ] q ) $$$
community assistance programs

Community reinvestment (e ] q $$$
grant fund

Written reportKey Considerations for Marijuana Legalizatiathapters 7&8 provide more detail on
how to address social equity goals through legalizing marijuana
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Social equity businessownership could greatly
benefit a relatively small number of beneficiaries

A Licensestructure could be designed to maximize
opportunities forsmall, socialequity businesses

A Assistance programsould help social equity
businesses enter and compete in thenarket

A State could try and direct licensesoward individuals
affected byprior marijuana law enforcementlicense
preferences, but unclear if and how this could be
successfully done

Race cannot legally be used as a criteria




Social equity could be promoted by directing
marijuana tax revenue to specific programs

A Revenues could be directed to existing community
assistance programs

Examples: workforce traininghigher educationgrants, Ko
12 programs such as ARisk AddOn

A Virginia couldcreate a communityreinvestment grant
program

Grants couldbe targeted atprojects incommunities
disproportionately affected by enforcement of drulgws




Key policy options

If Virginia chooses to legalizenarijuana and wishes to
achieve social equity goale

Promote marijuana business ownership through licensing
and assistance programs

Promote marijuana industry employment

Direct new marijuana tax revenues to existing or new
community assistance programs
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Tax revenue & economic impact depend on
demand and competitiveness of legal market

A Legal market must compete for customers against
existing illegal market

AVirginiads reported mariiju
average

A Existing state and local taxes would apply to new
Industry (e.g., income, property, BPOL)
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Legal commercial market sales are expected to
grow gradually over time

1.59B
$1.53B 51.59
$1.46B
$1.32B $1.39B
: lllegal market
Legal
Y59 commercial
55% market
44%
30%

169
3% N - 3% < 3%\ 2% S 2% . Medical market

Year 1 Year 2 Year 3 Year 4 Year 5

of sales of sales of sales of sales of sales
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Total sales tax rate of 25%930% would be in upper
range of what other states assess

Potential VA tax rate range
50% (new marijuana sales tax +

standard sales tax)
40 36.3%
29.7% 29. 8*y
30 s5.8% 27-1%
20.0% 20.0%
20 |'16.0%
10 ]
0
Ml MA OR WA

47.5%




Taxes on marijuana sales could yield $154%$308
million annually (depending on rate and demand)*

25% total tax rate 30% total tax rate
(20% marijuana tax + 5.3% sales tax) (25% marijuana tax + 5.3% sales tax)
$308M
$257M _-"
- Cd -
- P4
- &
- P4
_ - - P
e P4 -
- - P 4 - -
SO > == 7" $184Mm
PP $154M _-7 -
$52M <7 -~ $62M _ -~ g
$31M $37M
Year 1 Year 2 Year 3 Year 4 Year 5 Year 1 Year 2 Year 3 Year 4 Year 5

of sales of sales of sales of sales of sales of sales of sales of sales of sales of sales

*Revenue couldbe shared between state and local governments
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Tiered tax rate could be more protective of public
health and potentially generate more revenue

A Edibles and high potency products (vape oil, other
concentrates) pose greater public health risks

A Tax could be progressively higher for different products
Flowerd 25%
Ediblesd 35%
High potencyd 45%

A Could generate additionaF$50M tax revenue by year 5




Key recommendations & policy options

fVirginia chooses to |l egal.l
Apply a 25%30% tax on marijuana sales (existing 5.3%
sales tax plus new 2625% marijuana tax)

If protecting public health is a goal, consider higher tax
rates on edibles and concentrates

Consider sharing revenues from new marijuana taxes
with local governments
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Establishment of commercial market could cost
$80%20 million upfront (before sales start)

$22M
$8-20M upfront costs
20 (before sales start)
A
18 (
16

Prevention efforts
14

12 Regulatory agency -

) [ ] L] L] Social equity programs
1
= 'R 'R °
— — == Regulatory agency d
All other
ngh
Low

Cy22 CY23 CY25

Amounts are in calendar year (CY). Amounts shofmnsomal eqwty in CY22 & CY23 include osiene funding for
loan program.Does not showfunding fora community reinvestment grant program.

o N b~ OO 0
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Revenue would cover expenses once sales begin

$350M
' Total revenue from taxes and licensing fees
$300
300M
Regulatory agency expenses
250M B NetRevenue
200M
150M
100M
50M
$40M
0 -$2M -$
-S4M -S5M
-S50M CY21 Cy22 CY23 CY24 CY25 CY26 Cy27

Amounts are in calendar year (CY). Fomplicity of illustration, assumes a 25 percent marijuana retail sales tax
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Other states use marijuana tax revenues to help
fund a wide range of programs

Public Community
General Health Education safety reinvestment Other*

California \'/ \'/ \'
Colorado \' \' \'
lllinois \ \' \' \ \'
Maine \'/ \/

Mass. \/ \/ \'/
Michigan VvV \'
Nevada VvV \'
Oregon \/ \/ \/ \'
Washington VvV \' \ \/

*Other programs include transportation, environment, rainy day funds, and marijuana research.
Source: Virginia Marijuana Legalization Work Group final report (2020)
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Establishment of commercial market could take
two or more years

Law Retail sales begin
passed July 1 1year 2years 21/2years 3vyears

Option 1:
new boa rd Establish new agency_
Establish state functions -_—
& agency .
Enact local restrictions _- -
Establish regulations & issue licenses -_I

‘_

Begin licensed operations

Law

passed July 1




